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KEY ECONOMIC INDICATORS. 


All values in million US$ unless otherwise specified; 
Exchange rate as of February 28, 1975: US$1.00 = NT$38.00 
A B c pl/ 
i 
Item 1972 1973 1974 Change 


Income, Production, Employment 

GNP at Current Prices (12/31) 8,088 10,226 14,141* 
GNP at Constant 1971 Prices (12/31) 7,702 8,621 8 ,675* 
Per Capita GNP Current Prices (US$) (12/31) 531 659 893* 
Fixed Capital Investment (12/31) 1,971 2,672 4 ,080* 
Indices: (Base Year) = 100 

Industrial Production (1971) (12/31) 120. 145. 143.0* 
Agricultural Production (1966) (12/31) 122. aT. 128.2% 
Avg. Labor Productivity (2nd %'72) (9/30) 100. 106. 103.4 
Avg. Manuf. Wage (2nd %'72) (9/30) 100. 122. 161.9 
Employment (1,000 persons) (9/30) 4,873 5,222 5,332 
Average Rate Unemployment (%) (12/31) 3. 3. 4** 5.0*# 
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Money and Price 

Money Supply (12/31) 1,449 2,130 2,279 
Public Debts Outstanding (12/31) 254 256 204 -2 
External Debts incl. undisbursed (12/31) 1,646** 1,850** 2,760%* 4 
External Debt Service Ratio (12/31) 6.6 5.6 4.5 
Interest Rate (Comm'l Prime) (%) (12/31) 11.25 13.25 14.75 i 
Indices (Base Year) = 100 

Urban Consumer Prices (1966) (12/31) 126.4 142.9 210.7 47.5 21.8 
Wholesale Prices (1966) (12/31) 108.6 133.5 187.6 40.6 22.7 
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Balance of Trade and Payments / 
Gold & Foreign Exchange Regarves (12/31)! 1,458 1,878 1,853 . 30.9 


Balance of Payments (9/30)— 564 510 -252 : n.a. 
Balance of Trade (12/31) 475 691. -1,356 ihe hes 
Exports (12/31) 2,988 4483 5,632 ; 40.2 
U.S. Share (12/31) 1,251 1,676 2,037 33.7 
Imports (12/31) 2,514 3,793 6,988 57.2 
U.S. Share 543.4 952 1,677 76. 61.5 


Main Imports from U.S. (10 mos. 1974) (US$Million): Farming Products, 363; Machinery, 
267; Electrical & Electronic Mach. & Apparatus, 201; Textile Materials, 116; Iron 

& Steel, 104; Transportation Equip., 101; Chemicals, 94; Plastic Materials, 38; 
Dyestuff, Medicines, Fertilizer, Essential Oil, 31; Pulp & Paper, 29. 


Footnotes: 
C/same cumulative portion of B. All calculations on basis of prevailing exchange 
rate US$1.00=NT$38 except for gold & foreign exchange reserves see 3/ below. 
Arithmetic average growth rate for period indicated (full years 1972, 1973 and 
1974 in most cases). 
Originally expressed in NT$ and converted at foreign exchange rate prevailing 
at each time period indicated. Same rule applies to trade data furnished by 
the Customs in NT$ denomination. 
Denoting overall balance of payments. 


*Official preliminary **Unofficial estimate 
n.a. = not attempted or not available 





SUMMARY 


The economic recession that struck the industrialized countries in 1974 

had a delayed but substantial impact on the ROC economy. The GNP in 

real terms grew only .6% in 1974, as compared with an 11.9% growth rate 

in 1973. This sharp decline was caused primarily by the 1.4% decrease 

in industrial production which was the result of falling demand for ROC 
products abroad. Production cutbacks were severe, particularly in textiles, 
plywood, plastics and electronics. Unemployment reached the level of per- 
haps 5% of the labor force. Reduced economic activity world-wide was also 
reflected in the 24% decline in approved foreign investment applications. 


Based on customs data the trade performance for the year showed the vast 
shift in the ROC position vis-a-vis the rest of the world, moving from 

a US$690 million surplus in 1973 to a US$1.3 billion deficit in 1974. 
Although total trade grew 52%, imports grew much more rapidly than exports, 
by 84% and 25% respectively. Even so,foreign exchange payments data 
published by the Central Bank showed a deficit of Only $474 million. Most 
of this amount was covered by short term trade financing and capital 
inflows, so ROC foreign exchange holdings decreased only 1.3% below the 
amount held at the end of 1973,to US$1,853 million. The Economic Stabili- 
zation Program (ESP) introduced January 27, 1974, turned out to have been 
effective in combating inflation. After absorbing the price increases in 
energy and transportation decreed in the ESP, the price structure stabilized 
on a higher plateau, and by year end the wholesale price index was down 

8% from the post ESP peak and the consumer price index was up only a re- 
latively modest 4%. In the absence of cost of living increases and in 

the presence of growing unemployment, wages have remained stable. 


Adapting its policies to the changing economic conditions, while con- 
tinuing its emphasis on stability, the government gradually dismantled 
price and export controls, loosened up on the money supply, and undertook 
a number of measures to stimulate the economy and help the export sector. 
Ambitious production and consumption targets have been set for 1975, 
especially in the agricultural sector, but government economists expect 
the GNP growth rate in real terms to be between 2.5% and 3%. 


While the recession has caused some deferral of expansion programs and 
replacement of obsolete equipment, the ROC government has decided to push 
ahead with the ten major infra-structure and heavy industrial projects 

as a stimulus to the economy. US equipment and services have had and 
will continue to enjoy excellent sales prospects in connection with these 
projects. Any upturn in global economic activity which should be 
quickly reflected in the ROC, should open additional oppOrtunities for 
U.S. products such as industrial capital goods and high quality consumer 
goods. 





CURRENT ECONOMIC SITUATION AND TRENDS 


ROC Economy Stagnates 


The recession that affected the U.S. and the other 
industrialized nations in 1974 inevitably had an impact in the 
ROC, where trade is the motive force of the economy. First 
affected were the textile and plywood industries, which reported 
a serious drop in orders beginning in the spring, and by fall 
the electronics industry was beginning to cut back production 
and furlough or discharge workers. 


The production index of the manufacturing sector 
reflected these developments closely. After having increased 
8.5% in the first half of the year, it moved downward in both 
the third and fourth quarters, resulting in a negative growth 
of 6.5% for the year as a whole. Plywood was the hardest hit, 
producing 22% less than in 1973, while machinery, oil refining 
and rubber goods were down about 6%. Transportation equipment 
was the only bright spot, with an increased output of 16%. The 


drop in manufacturing resulted in the overall industrial produc- 
tion index declining by about 1.4% in spite of a spurt in the 
construction sector in the second half of the year and the steady 
but slow growth of utilities (by 2.1%) and mining (up 4.5%). 


In contrast to the experience of the past decade, the 
agricultural sector showed a higher growth rate than industry, 
increasing by 1%. Crop production led the growth, increasing 
by almost 7%, whereas production of livestock, forestry products 
and fisheries all declined, by 8%, 9.3% and 7.4% respectively. 


Under the circumstances, the sudden drop in the GNP 
growth rate from 11.9% (revised from 12.3%) in real terms in 
1973 to 0.6% in 1974 is not surprising. Because of the relative 
strength of the rural economy, which is still sound, its share 


of the GNP grew from 16% to 17%, also a reversal of the recent 
trend. 


Unemployment, which had been insignificant since indus- 
trialization began in the 1950's - although under-employment was 
traditionally present - suddenly became a problem in the latter 
half of 1974. Since the jobless are not required to register 
with the government no reliable data base is available. However, 
various government estimates state that over 150,000 factory 
workers were furloughed or discharged by the end of the year. 





The Embassy's estimate is that unemployment has reached about 
5%, up somewhat from the 3.4% estimated for the end of 1973. 
While concerned at this relatively new problem, the government 
believes the consequences so far are not too serious as many 
of the workers who have lost their jobs can return to the 
countryside where there have been labor shortages in the pre- 
vious several harvest seasons. Furthermore, a considerable 
proportion of the newly unemployed are young girls from 
textile mills and electronics assembly lines who are not the 
principal breadwinners of their families. 


The level of foreign investment applications approved 
by the Foreign Investment Commission in 1974 paralleled very 
closely the economic climate, Whereas approvals for the first 
half of the year were running 10% ahead of the same period of 
1973, by the end of the third quarter the increase over the 
previous year was only 3.5%. New approvals in the fourth 
quarter were considerably behind the same period of 1973, and 
for the year as a whole investment approvals were down 24% to 
US$190 million from US$248 million the previous year. U.S. 
investment was down even further, declining 42% to US$38.7 
million compared to US$66.8 million approved in 1973. Japanese 
investment fell off only 12.8%, to US$38.9 million from US$44.6 
million. The vastly increased interest of overseas Chinese, 
whose investment approvals reached US$80.6 million or 46% more 
than last year, was not sufficient to keep total approvals at 
the 1973 level. 


Trade Deficit Builds Up 


The trade results for 1974 clearly show the vast shift 
that took place in the ROC's position vis-a-vis the rest of the 
world, although the exact magnitude of the shift depends upon 
which set of figures is used. Based on the actual arrival and 
departure of goods measured by the Customs Department, the ROC 
moved from a trade surplus of US$690 million in 1973 to a de- 
ficit of US$1.3 billion in 1974. Total trade increased by 52% 
over 1973, to US$12.6 billion, with imports up 84% and exports 
25%. Measured in real terms the export performance was not 
impressive, with 1974 shipments valued at 1973 prices 10% less 
than 1973 shipments. Imports on the same basis increased 25% 
while the terms of trade deteriorated 5%. 





If the trade results are examined on the basis of 
payments, which perhaps is a more accurate reflection of the 
impact of trade on the economy than is the simple physical 
movement of goods, the picture is not as bleak. Central Bank 
figures indicate that exports were valued at US$5,698 million 
and imports at US$6,172, leaving a deficit of only US$474 
million for 1974. A similar comparison was not possible last 
year as payments data were not at that time being published. 


The most significant changes in the import pattern 
in 1974 were the 224% increase in the value of crude oil 
imports (volume increased only 10%) bringing oil imports from 
5.7% of total imports in 1973 to 10% in 1974; machinery and 
tools which increased 130%, rising from 13.7% to 17.1% of 
total imports; transportation equipment up 127%; and consumer 
goods up 123%, rising to 6.8% of total imports. ‘On the export 
side the most important change is no surprise either--sugar and 
products increased in export value by 225%, rising to US$296 
million and 5.3% of total exports versus only 2% in 1973. 


Although final balance of payments figures for 1974 
are not yet available, extrapolation from figures for the 
first three quarters indicates that the US$474 million trade 
deficit on a payments basis was offset by short term trade 
financing and capital inflows, so that the ROC hardly suffered 
a loss of foreign exchange reserves. At the end of the year 
these reserves stood at US$1,853 million, only 1.3% below the 
1973 figure of US$1,878 million. 


Prices Relatively Stable on High Plateau 


The method of attack, the speed of implementation and 
the compactness of the economy probably account for the unusual 
success of the ROC in its battle against inflation in 1974. 
The ESP introduced on January 27, 1974 was based on the judge- 
ment that a sudden, once-and-for-all program would in the long 
run be more effective than a piecemeal approach. The correct- 
ness of this judgement has been shown by the results. There 
were immediate and substantial price increases (a 16% increase 
in the wholesale and 18.5% in the consumer prices indexes in 
February, 1974) as the higher costs decreed in the ESP were 
absorbed into the price structure. But since reaching that 
high level, prices have remained on a plateau with the whole- 
sale price index at year end down 8% and the consumer index 





up only 4% (above the peak in March). Perhaps the most effective 
part of the ESP was the increase in interest rateg,both on loans 
and deposits by amounts varying between 25% and 43%. As a result, 
savings and time deposits were enticed back into the banks and 
the money supply for the year as a whole increased by only 7% 
compared to 47% in 1973. Time and savings deposits on the other 
hand grew 38% as opposed to 22% in 1973. 


It is true that the average level of prices in 1974 as 
compared to 1973 showed much higher increases (40% for wholesale 
and 47% for consumer) and on this basis only, the effect of the 
ESP is not impressive. However, such comparative methods, which 
deal with longer periods (12 month blocks of time) when rapid 
changes are taking place do not tell the complete story. 


The stabilization of prices by the ESP has also made 
it possible to hold the line on wages. Having increased about 
10% to 20% in the first two months of 1974, wages have not 
changed appreciably since. There was little pressure from the 
workers since price increases were not further eroding their 
income, and of course by mid-summer when workers began to be 
laid off because of production cutback, their bargaining power 
was further reduced. The 40% salary increase for government 
workers introduced on July 1, 1974, was generally recognized 
as a catch-up operation and was not echoed in the private sector, 


The government feels the ROC is now in a better position 
to face the current world economic situation, having taken its 
"lumps" from the increased fuel and commodity prices more or less 
in one dose ayear ago. Its manufacturers have been in a better 
position to plan production and face competitors than those in 
other countries where costs have been continually rising. 


The Economy Shifts Gears--Stimulus Replaces Anti-Inflation 


While constantly placing emphasis on stability as the 
touchstone of its basic economic policy, the government has been 
quick to shift emphasis as required by circumstances. In the 
course of 1974 government programs have moved from strict anti- 
inflation, required by conditions at the turn of the year from 
1973 to 1974, to rather extensive stimulative measures by year 
end. In mid-summer the government began to dismantle price and 
export controls as inflation abated, and assistance was already 
being given, from late spring, to the export sector in the form 





of reduced interest rates on loans and special loan funds for 
small and medium sized companies. By September it was felt safe 
to loosen the grip somewhat on the money supply and interest 
rates were reduced by 0.5 to 1.5 percentage points. 


By October and November as production cut backs began 
to take place in the electronics factories and the hoped for 
resumption of orders in the textile field did not materialize, 
it became clear that further steps were called for. The Premier 
personally held a series of meetings with manufacturers in key 
export industries, including representatives of the largest 
foreign firms, and on November 14 announced a package of 14 
measures designed to stimulate the economy in general and assist 
the export sector more specifically. The most important measures 
were reducing bank reserve requirements from 10% to 7%, lifting 
the ban on high-rise construction, allowing productive enterprises 
once again to borrow foreign exchange for conversion into local 
currency for working capital purposes, and liberalizing certain 
tax provisions of importance to manufacturers who export. 


A few days later, on December 7, the Korean government 
announced the devaluation of the won. This event precipitated 
further decisions on the part of the ROC government, which was 
already planning additional measures to follow up the November 
14 program. On December 9 it was announced that the New Taiwan 
dollar would not be devalued. Instead, a package of 10 additional 
measures was announced with the specific objective of reducing 
the costs of the export sector so it could remain competitive with 
Korean exporters and others without benefit of devaluation. The 
key elements of this program were the provision of special loans 
to export oriented manufacturers for working capital, purchasing 
of inventories of steel and textile products by government agen- 
cies and rather minor adjustments in duties and other taxes. 
Related measures not directly part of the above package were the 
reduction of gas prices by 15% for export industries, a further 
cut in interest rates for both deposits and loans by ¥ of a per- 
centage point across the board, and modest price reductions in 
four industrial materials provided by government enterprises - 
aluminum ingots, electrolytic copper, liquid alkali and DMT. 


Both of the programs, November 14 and December 9, 
illustrate the policy stated by the Premier in his administrative 
report to the Legislative Yuan February 21: "the government has 





always held the view that industrial difficulties are the same 
as its own and industrial losses should be shared nationally." 


Prospects for 1975--Not So Gloomy 


With the equivalent of about 50% of its GNP exported 
each year and about the same level of imports required, the 
level of economic activity in the ROC obviously depends upon 
what happens outside the country. Only when the economies of 
the major industrialized countries are growing again will the 
slack be taken up in this economy. In the meantime, however, 
the government has decided not just to wait, but to seek to 
build up domestic demand. A new public housing program was 
announced in January to provide 92,000 units in the next five 
years, but details are not yet available. On February 17 the 
support price for rice was raised by 15%, partly to cover the 
increased production costs and partly to try to provide more 
income in the agricultural sector. Interest rates were again 
reduced, for the third time since the ESP, on February 21 by 0.5 
to 0.75 percentage points. At the same time implementation of 
the 10 major projects is being vigorously carried out. Fixed 
capital investment jumped 53% in 1974, partly because the 
government succeeded in obtaining large loans abroad, including 
several from the U.S. Export-Import Bank, in support of the 
basic infrastructure and heavy industrial projects. 


While the working capital loans to export oriented 
companies are being made, the second major part of the December 
9 program, inventory purchases of steel and textile products, 
has been moving slowly. The Central Trust of China has purchased 
a small amount of steel (13,000 tons), but the Taiwan Supply 
Bureau (TSB) has not yet agreed with manufacturers on textile 
purchases. It now appears the producers are reluctant to dispose 
of their inventories at low prices proposed by the TSB because 
customers are beginning to appear for the goods at higher prices. 
It seems that the large inventories built up during 1974 may not 
pose as serious a problem as originally thought. 


Other hopeful signs include the fact that the ROC con- 
tinued to accumulate foreign exchange reserves in January, by 
about US$100 million, and based on levels of import and export 
licenses and inventories, some government officials expect this 
trend to continue at least through March. Thus, there is so far 
little dissatisfaction with the decision not to devalue, and most 
leading government officials appear convinced that the ROC did the 
right thing. 





Strenuous efforts will be made this year to promote 
ROC exports. About 40 trade missions are planned by the China 
External Trade Development Council along with several trade 
shows mounted locally in new quarters, and there is a general 
feeling among government officials that Taiwan's products have 
remained competitive world wide because costs have remained 
relatively stable. It also begins to appear that the Korean 
devaluation has not really hurt the ROC very much, except in 
a few small cases, and POC officials hope to expand exports 
ahead of a general upturn in the world economy by further 
penetration of markets. 


Ambitious targets for 1975 have been set in most 
fields by the Premier, for example,he has asked for an increase 
in agricultural production of 5%. Government agencies are 
planning for a growth rate in the GNP of about that same amount, 
in real terms, but expect actual performance to be closer to 
2.5% to 3%. Prices will no doubt drift upward, but probably 
not at a precipitous rate. Wages, however, should change very 


little while unemployment remains at a high level. Interest 
rates should be lowered further very gradually, which should 
provide a slight stimulus to new projects and expansion plans. 
Such activities will be further facilitated by the gradual 
development of the money market which the government is actively 
promoting. 


IMPLICATIONS FOR THE UNITED STATES 


Good prospects for increased U.S. exports to the Republic of 
China may be anticipated if the nation’s economy recovers from the 
current recession. The recession has caused some deferral of ex- 
pansion programs and replacement of obsolete equipment, particu- 
larly in textiles and electronics. U.S. exporters will regain 
a favorable opportunity to supply some of this equipment if there 
is an upturn in the world economy in 1975. Despite setbacks 
caused by global economic recession, the GROC is pushing ahead 
with the ten major infrastructure and basic industrial projects. 
U.S. equipment has and will continue to enjoy excellent sales 
prospects in these projects such as the North-South Freeway, 
railway electrification, integrated steel mill, shipyard, new 
ports, nuclear power plants, and the Suao-Hualien railway. 





However, the timetable for the Taoyuan international airport 
may be streched and plans for further development of the petro- 
chemical complex are moving very slowly. 


Total trade between the United States and the Republic 
of China hit a new high of US$3,714 million in 1974, registering 
an increase of some 41% over 1973. The U.S. trade deficit was 
around US$360 million - a decrease of 50.3% - compared with 
US$725 million in 1973. U.S. exports to the ROC increased by 
76.2% to US$1,677 million while exports from the ROC to the U.S. 
rose by 21.5% to US$2,037 million. Inflation, however, accounts 
for a large portion of the dramatic increase in the value of 
both import and export figures. The sharp decrease in the U.S. 
unfavorable trade balance reflects a degree of success in the 
GROC's efforts to narrow the trade gap. However, the U.S. share 
of the Taiwan market moved slightly downward from 25.1% in 1973 
to 24% in 1974. ROC's exports to the U.S. declined from 37.4% 
to 36.2% of total exports. This trend seems to indicate a 
measure Of success in the ROC's continued efforts to diversify 
its foreign trade market. 


Electrical equipment, with television and radio recei- 
vers as the mainstay, was the principal ROC export to the U.S. 
surpassing t hat of textile products, which previously stood 
as the No. 1 dollar earning export item in the U.S. market. Other 
industrial products, especially rubber and plastic products, 
plywood, and electrical machinery, all registered healthy gains in 
exports to the U.S. The U.S. will continue to enjoy a favorable 
share of the ROC market in exporting such items as agricultural 
products and industrial machinery and equipment, especially 
heavy construction and material handling equipment. U.S. exports 
of industrial raw materials and minerals to the ROC are also 
expected to increase in value. In a new effort to reduce its 
tremendous trade deficit with Japan, totalling some USS$1.4 
billion in 1974, the GROC has recently prohibited the import 
of some 800 commodities from Japan. These commodities, which 
now can only be imported from American and European areas 





include foodstuffs, textiles, cosmetics and sundries, air 
conditioning and refrigeration equipment, radio and phonographic 
equipment, motorcycles, hardware, etc. 


Now that the ROC's ten major projects are well underway, 
the promising outlook for increased U.S. exports of heavy con- 
struction and transportation equipment can be expected to continue. 
Competitive pricing and prompt delivery are significant factors 
in winning these sales and thOse to the oil exploration activities. 
Traditional agricultural products such as soybeans, wheat, corn 
and cotton will retain a high degree of demand by the Republic of 
China. One optimistic assumption is that an early upturn in the 
world economy may result in sourcing from the U.S. a large quan- 
tity of machinery and equipment for currently depressed industries. 
The pace of expansion of ROC's industries may, therefore, lead to 
increased sales of U.S. food processing and packaging equipment, 
textile machinery, electric appliances, industrial chemicals and 
power generation equipment. High-quality consumer goods such as 
color TV, housewares, small appliances, sporting goods and recrea- 
tional equipment, cosmetics and perfumes, linens and fashion gar- 
ments would be in greater demand by consumers should an early 
recovery of the economy occur. 


The investment climate in the Republic of China continues 
to be favorable, particularly as compared with that of many other 
developing countries. The GROC has made strenuous efforts to 
induce capital and technology intensive foreign investment in the 
fields of petrochemicals, metal working, automotive, precision 
instruments, machine tools, and sophisticated electronics. U.S. 
investors may focus particular interest in the areas of petro- 
chemicals, the automotive industry, electronic components, chemi- 
cals, materials handling, design and engineering, glassware, 
plastics, hotel equipment and industrial rubber goods. The cost 
of labor in Taiwan is still competitive with the ROC's major com- 
petitors for export markets, namely, Korea, Hong Kong and Singapore. 
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